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BOARD OF COMMISSIONERS

Michael W, McKay, President Jason M. Bennett, CPA, Director of Finance
Creade V. Brodie, Jr.

William R. Valentine

December 20, 2011

To the Board of County Commissioners and the
Citizens of Allegany County, Maryland

The Comprehensive Annual Financial Report (CAFR) of Allegany County, Maryland for the
fiscal year ending June 30, 2011, including the report of our independent Certified Public
Accountants is presented herewith. This report has been prepared by the Allegany County
Finance Department in accordance with Article 19 of the Annotated Code of the State of
Maryland and with Part I, Chapter 26, Article 26-3 of the Allegany County code. This report is
presented in conformity with generally accepted accounting principles (GAAP) and audited in
accordance with generally accepted auditing standards by a firm of licensed certified public
accountants.

This report consists of management's representations concerning the finances of Allegany
County. Consequently, management assumes full responsibility for the completeness and
reliability of all of the information presented in this report. To provide a reasonable basis for
making these representations, management of Allegany County has established a comprehensive
internal control framework that is designed both to protect the government's assets from loss,
theft, or misuse and to compile sufficient reliable information for the preparation of the County's
financial statements in conformity with GAAP. Because the cost of internal controls should not
outweigh their benefits, the County's comprehensive framework of internal controls has been
designed to provide reasonable rather than absolute assurance that the financial statements will
be free from material misstatement. As management, we assert that, to the best of our knowledge
and belief, this financial report is complete and reliable in all material respects.

The County's financial statements have been audited by Turnbull, Hoover & Kahl, PA., a firm of
licensed certified public accountants. The goal of the independent audit was to provide
reasonable assurance that the financial statements of Allegany County for the fiscal year ended
June 30, 2011, are free of material misstatement. The independent audit involved examining, on
a test basis, evidence supporting the amounts and disclosures in the financial statements;
assessing the accounting principles used, and significant estimates made by management; and
evaluating the overall financial statement presentation. The independent auditor concluded,
based upon the audit, that there was a reasonable basis for rendering an unqualified opinion that
the County's financial statements for the fiscal year ended June 30, 2011, are fairly presented in
conformity with GAAP. The independent auditor's report is presented as the first component of
the financial section of this report.




The independent audit of the financial statements of the County was part of a broader, federally
mandated ‘Single Audit’ designed to meet the special needs of federal grantor agencies. The
standards governing Single Audit engagements require the independent auditor to report not only
on the fair presentation of the financial statements, but also on the audited government's internal
controls and compliance with legal requirements, with special emphasis on internal controls and
legal requirements involving the administration of federal awards. These reports are available in
Allegany County’s separately issued Single Audit Report.

Generally accepted accounting principles require that management provide a narrative
introduction, overview, and analysis to accompany the basic financial statements in the form of
Management's Discussion and Analysis (MD&A). This letter of transmittal is designed to
complement MD&A and should be read in conjunction with it. The County's MD&A can be
found immediately following the report of the independent auditors.

Profile of Allegany County

Allegany County, located on the Potomac River in western Maryland, was established in 1789. It
is bordered by Pennsylvania to the north and West Virginia to the south, and comprises an area
of 428 square miles. Cumberland, the County seat, covering eight square miles, 1s at an elevation
of 641 feet. Cumberland is situated approximately 100 miles southeast of Pittsburgh and
130 miles northwest of Baltimore and Washington, D.C. There are seven incorporated
municipalities in the County: Barton, Cumberland, Frostburg, Lonaconing, Luke, Midland and
Westernport.

The County is predominately rural in character. The 2000 census showed a population of
74,930; according to the 2010 Census, the population is 75,087 for the County. The County seat
and principal city is Cumberland, with a 2010 population of 20,859.

Both the executive and legislative functions of the County are vested in the elected, three
member Board of County Commissioners. Commissioners are elected on a county-wide basis
and serve four-year terms. The Board elects one Commissioner to serve as its President. The
Board is required to meet monthly.

In 1974, the County adopied the Code Home Rule form of government provided in Article XI-F
of the Maryland Constitution and Article 25B of the Annotated Code of Maryland. Under this
form of government, the Board has the authority to enact, amend, and repeal public local laws
relating to the incorporation, organization, and government of the county, including, laws
authorizing the issuance and sale of bonds to finance capital projects for the County. Each
member of the board has one vote and, except for emergency bills, a simple majority of the
Board is sufficient to enact any bill into law.

In 1996, the Commissioners adopted legislation making the County Administrator of Allegany
County responsible to the Board and charged with the administration of all County affairs. The
Administrator will carry out the policies of the Board, direct and supervise the administration of
all departments and agencies, and perform all duties enumerated in the Allegany County Code
Chapter 2, Article 1.



County financial matters are administered through the Department of Finance of the County by
the Director of Finance. The Director of Finance is charged with the administration of the
financial affairs of the County, which generally include the receiving of County taxes, fees and
other revenues and funds of every kind due to the County; the custody and safekeeping of all
funds or securities belonging to or by law deposited with, distributed to, or handled by the
County; the disbursement of County funds; the keeping and supervision of all accounts; and such
other functions as may be prescribed by the Board.

BUDGET

The formulation of the County's Budget is a joint responsibility between the Director of Finance,
who also serves as Budget Officer, and the County Administrator. In addition to formulating the
Budget, the Budget Officer is responsible for the submission to the Board of periodic reports on
their efficiency and economy, and such other duties and functions as may be assigned by the
Board.

The County Budget is comprised of the Operating Budget, which has current year appropriations
for all funds, and the Capital Budget.

Operating Budget

The Operating Budget, which must be balanced, is prepared by the County Administrator and the
Director of Finance on a modified accrual basis and submitted for approval of the Board of
County Commissioners. It is based upon estimated revenues and expenditures for operations for
the ensuing fiscal year that is submitted to the Director of Finance by the department head of
each office, Court, department, institution, board, commission, corporation or other agency of the
County government. The current Operating Budget must contain the following information: (1) a
schedule of all revenues estimated to be received by the County during the ensuing fiscal year,
classified to show the receipts by funds and sources of income; (2} a schedule of the debt service
requirements for the ensuing fiscal year; (3) schedule of the receipts and expenditures for the last
two completed fiscal years, the estimated receipts and expenditures of the current ending fiscal
year and the expenditures recommended by the Board of County Commissioners for the ensuing
fiscal year for each function, activity, and sub activity; and (5) any other material which the
Board of County Commissioners may deem advisable.

Variance reports of actual revenues and expenditures versus budgeted revenues and expenditures
are prepared by the Director of Finance on a monthly basis. Additionally, individual offices,
departments, boards, commissions, and other agencies of the County review on a monthly basis
all events affecting their budgetary estimates and can request the Board for supplemental
appropriations to increase their budgetary allowances. The Board in turn has the power to grant
such increases.

xi



Capital Budget

The Capital Budget is prepared by the Capital Projects Engineer after approval by the Review
Committee and then submitted for approval to the Board of County Commissioners. The Review
Committee consists of the County Administrator, the Director of Community Services, the
Director of Public Works, the Director of Finance, the Director of Economic Development, and
the County Engineer. It is based on the need for having certain capital projects undertaken and
the availability of financial resources. Each project is identified with estimated costs and
estimated sources of funding. All funding requests are then applied to a debt affordability model
to ascertain if the proposed debt is within the County's self-imposed debt guidelines.

Adeption of Budget

Before the end of April in each year, the preliminary County Budget is publicly reviewed by the
County Commissioners at an announced time and date. Opportunities are then available at the
next several public meetings for citizens to express their views. After the public hearings, the
Board of County Commissioners may revise the preliminary budget. Line item details of all
individual departmental and agency requests and proposed appropriations are available. The
Board is further authorized to revise the schedule of anticipated receipts and estimated rates for
general and special taxes. The Budget must be approved and signed by a majority of the
Commissioners by June 30th.

Factors Affecting Financial Condition

The information presented in the financial statements is perhaps best understood when it is
considered from the broader perspective of the specific environment within which Allegany
County operates.

Local economy: Allegany County currently enjoys a favorable economic environment and local
indicators point to continued stability. The unemployment rate has increased slightly from 9.0%
at June 30, 2010 to 9.3% at June 30, 2011. The region has diverse manufacturing and industrial
base of paper manufacturing, rail transportation and the manufacturing of window coverings. A
varied service provider base gives the area relative stability of the unemployment rate. Major
service providers include health services, government, education, and call centers.

The state and federal government have a major economic presence with the operation of
correctional facilities. The state also operates a 4-year higher education institution that serves
the region offering a variety of undergraduate and graduate programs.

Allegany County has a total labor force of 34,495. The total labor force remains relatively
unchanged which mirrors the population census of the county. Recent population projections
have the county maintaining its current population which reverses decades of population loss.

Long-term financial planning: The County adopts a five year Capital Improvement Program
each year as required by state law. During fiscal year 2011 the County borrowed $2.25 million;
$600,000 for the Bowman’s Addition Water Project, $221,000 Clarysville Water Project,
$317,000 for Inflow and Infiltration projects and $1.1 million for continuing upgrades to the

xii











































































































































































































































































































































































































































































































































































